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(19) Pay-as-you-go cost method means 
a method of recognizing pension cost 
only when benefits are paid to retired 
employees or their beneficiaries. 

(20) Pension plan means a deferred 
compensation plan established and 
maintained by one or more employers 
to provide systematically for the pay-
ment of benefits to plan participants 
after their retirement, provided that 
the benefits are paid for life or are pay-
able for life at the option of the em-
ployees. Additional benefits such as 
permanent and total disability and 
death payments, and survivorship pay-
ments to beneficiaries of deceased em-
ployees may be an integral part of a 
pension plan. 

(21) Pension plan participant means 
any employee or former employee of an 
employer, or any member or former 
member of an employee organization, 
who is or may become eligible to re-
ceive a benefit from a pension plan 
which covers employees of such em-
ployer or members of such organization 
who have satisfied the plan’s participa-
tion requirements, or whose bene-
ficiaries are receiving or may be eligi-
ble to receive any such benefit. A par-
ticipant whose employment status 
with the employer has not been termi-
nated is an active participant of the 
employer’s pension plan. 

(22) Permitted unfunded accrual means 
the amount of pension cost for non-
qualified defined-benefit pension plans 
that is not required to be funded under 
9904.412–50(d)(2). The Accumulated 
Value of Permitted Unfunded Accruals 
means the value, as of the measure-
ment date, of the permitted unfunded 
accruals adjusted for imputed earnings 
and for benefits paid by the contractor. 

(23) Prepayment credit means the 
amount funded in excess of the pension 
cost assigned to a cost accounting pe-
riod that is carried forward for future 
recognition. The Accumulated Value of 
Prepayment Credits means the value, 
as of the measurement date, of the pre-
payment credits adjusted for interest 
at the valuation rate and decreased for 
amounts used to fund pension costs or 
liabilities, whether assignable or not. 

(24) Projected benefit cost method 
means either (i) any of the several ac-
tuarial cost methods which distribute 
the estimated total cost of all of the 

employees’ prospective benefits over a 
period of years, usually their working 
careers, or (ii) a modification of the ac-
crued benefit cost method that con-
siders projected compensation levels. 

(25) Qualified pension plan means a 
pension plan comprising a definite 
written program communicated to and 
for the exclusive benefit of employees 
which meets the criteria deemed essen-
tial by the Internal Revenue Service as 
set forth in the Internal Revenue Code 
for preferential tax treatment regard-
ing contributions, investments, and 
distributions. Any other plan is a Non-
qualified Pension Plan. 

(b) The following modifications of 
terms defined elsewhere in this chapter 
99 are applicable to this Standard: 
None. 

[57 FR 14153, Apr. 17, 1992, as amended at 60 
FR 16540, Mar. 30, 1995] 

9904.412–40 Fundamental require-
ment. 

(a) Components of pension cost. (1) For 
defined-benefit pension plans, except 
for plans accounted for under the pay- 
as-you-go cost method, the components 
of pension cost for a cost accounting 
period are (i) the normal cost of the pe-
riod, (ii) a part of any unfunded actu-
arial liability, (iii) an interest equiva-
lent on the unamortized portion of any 
unfunded actuarial liability, and (iv) 
an adjustment for any actuarial gains 
and losses. 

(2) For defined-contribution pension 
plans, the pension cost for a cost ac-
counting period is the net contribution 
required to be made for that period, 
after taking into account dividends and 
other credits, where applicable. 

(3) For defined-benefit pension plans 
accounted for under the pay-as-you-go 
cost method, the components of pen-
sion cost for a cost accounting period 
are: 

(i) The net amount of periodic bene-
fits paid for that period, and 

(ii) An amortization installment, in-
cluding an interest equivalent on the 
unamortized settlement amount, at-
tributable to amounts paid to irrev-
ocably settle an obligation for periodic 
benefits due in current and future cost 
accounting periods. 

(b) Measurement of pension cost. (1) 
For defined-benefit pension plans other 
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than those accounted for under the 
pay-as-you-go cost method, the amount 
of pension cost of a cost accounting pe-
riod shall be determined by use of an 
immediate-gain actuarial cost method. 

(2) Each actuarial assumption used to 
measure pension cost shall be sepa-
rately identified and shall represent 
the contractor’s best estimates of an-
ticipated experience under the plan, 
taking into account past experience 
and reasonable expectations. The valid-
ity of each assumption used shall be 
evaluated solely with respect to that 
assumption. Actuarial assumptions 
used in calculating the amount of an 
unfunded actuarial liability shall be 
the same as those used for other com-
ponents of pension cost. 

(c) Assignment of pension cost. Except 
costs assigned to future periods by 
9904.412–50(c) (2) and (5), the amount of 
pension cost computed for a cost ac-
counting period is assignable only to 
that period. For defined-benefit pen-
sion plans other than those accounted 
for under the pay-as-you-go cost meth-
od, the pension cost is assignable only 
if the sum of (1) the unamortized por-
tions of assignable unfunded actuarial 
liability developed and amortized pur-
suant to 9904.412–50(a)(1), and (2) the 
unassignable portions of unfunded ac-
tuarial liability separately identified 
and maintained pursuant to 9904.412– 
50(a)(2) equals the total unfunded actu-
arial liability. 

(d) Allocation of pension cost. Pension 
costs assigned to a cost accounting pe-
riod are allocable to intermediate and 
final cost objectives only if they meet 
the requirements for allocation in 
9904.412–50(d). Pension costs not meet-
ing these requirements may not be re-
assigned to any future cost accounting 
period. 

[60 FR 16541, Mar. 30, 1995] 

9904.412–50 Techniques for applica-
tion. 

(a) Components of pension cost. (1) The 
following portions of unfunded actu-
arial liability shall be included as a 
separately identified part of the pen-
sion cost of a cost accounting period 
and shall be included in equal annual 
installments. Each installment shall 
consist of an amortized portion of the 
unfunded actuarial liability plus an in-

terest equivalent on the unamortized 
portion of such liability. The period of 
amortization shall be established as 
follows: 

(i) If amortization of an unfunded ac-
tuarial liability has begun prior to the 
date this Standard first becomes appli-
cable to a contractor, no change in the 
amortization period is required by this 
Standard. 

(ii) If amortization of an unfunded 
actuarial liability has not begun prior 
to the date this Standard first becomes 
applicable to a contractor, the amorti-
zation period shall begin with the pe-
riod in which the Standard becomes ap-
plicable and shall be no more than 30 
years nor less than 10 years. However, 
if the plan was in existence as of Janu-
ary 1, 1974, the amortization period 
shall be no more than 40 years nor less 
than 10 years. 

(iii) Each increase or decrease in un-
funded actuarial liability resulting 
from the institution of new pension 
plans, from the adoption of improve-
ments, or other changes to pension 
plans subsequent to the date this 
Standard first becomes applicable to a 
contractor shall be amortized over no 
more than 30 years nor less than 10 
years. 

(iv) If any assumptions are changed 
during an amortization period, the re-
sulting increase or decrease in un-
funded actuarial liability shall be sepa-
rately amortized over no more than 30 
years nor less than 10 years. 

(v) Actuarial gains and losses shall be 
identified separately from unfunded ac-
tuarial liabilities that are being amor-
tized pursuant to the provisions of this 
Standard. The accounting treatment to 
be afforded to such gains and losses 
shall be in accordance with Cost Ac-
counting Standard 9904.413. 

(vi) Each increase or decrease in un-
funded actuarial liability resulting 
from an assignable cost deficit or cred-
it, respectively, shall be amortized 
over a period of 10 years. 

(vii) Each increase or decrease in un-
funded actuarial liability resulting 
from a change in actuarial cost meth-
od, including the asset valuation meth-
od, shall be amortized over a period of 
10 to 30 years. This provision shall not 
affect the requirements of 9903.302 to 
adjust previously priced contracts. 
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